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THE FEDERAL BUDGET FOR 1956 *
In the fiscal year July 1, 1955-June 30,
1956, according to estimates in the Federal
Budget, the Treasury's cash income will
exceed its cash outgo for the first time in
four years. The anticipated cash surplus
of almost 600 million dollars is the excess
of 68.8 billion dollars of receipts from the
public over 68.2 billion of payments to the
public.
Cash expenditures are expected to decline
800 million dollars from the fiscal year 1955,
a much smaller amount than during the two
preceding years. Cash receipts in fiscal year
1956 are estimated to be about 2.1 billion
more than in the current year, following a
decline of almost 5 billion from 1954 to
1955. The drop in 1955 reflected statutory
tax reductions and reduced corporate profits
during the contraction in economic activity.
The estimated increase in receipts in 1956
results entirely from an anticipated rise in
personal and corporate incomes.
The Budget indicates how much of the
nation's output is devoted to activities carried
out by the Government in contrast with
those conducted privately. About 45 billion
dollars of the estimated expenditures in the
fiscal year 1956 will be purchases of goods
and services, amounting to about 12 per cent
of gross national product. This compares to
the recent peak of 16 per cent in 1953 and to
9 per cent in 1950, the last year before the
Korean emergency.
The Budget Message also summarizes the
financial aspects of the President's program
for the United States Government in terms
1This article was prepared by-William F. Hellmuth, Jr.,
under the supervision of Donald C. Miller, Chief of the
Government Finance Section of the Board's Division of
Research and Statistics.
of three broad considerations of national
policy. First, priority continues to be given
to defense against attack from without.
About 67 per cent of the 1956 Budget is the
cost of protection against war, including
major national security activities and eco-
nomic assistance abroad. Another 10 per
cent goes for interest on the Federal debt—
a cost attributable largely to war.
Promotion of human welfare and eco-
nomic expansion, while avoiding encroach-
ment on the private sector of the economy, is
the second consideration. It is covered in
the Budget by the cost of civil benefits to
different groups and of general govern-
ment operations. These functions account
for 23 per cent of 1956 Budget expenditures.
Although the total of such expenditures
will not increase, the Budget Message indi-
cates that programs will be expanded,
financed outside of the conventional Budget.
Maintenance of financial strength, par-
ticularly a stable price level, is the third
major goal of Budget policy. Further econ-
omies in expenditures and the proposed con-
tinuance of corporate income and excise tax
rates at their present levels would avoid a
cash deficit and thus result in a Budget which
in an over-all sense has neither a substan-
tially expansive nor contractive impact on
the economy.
THE CASH BUDGET
The cash Budget, showing the flow of
money between the public and the Federal
Government, is valuable in considering the
economic impact of Federal financial opera-
tions. A large excess of Federal payments to
the public over receipts from the public
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tends to indicate an expansive effect, and
substantial net receipts to indicate a restrain-
ing effect on the economy. This comparison
of Treasury cash income and outgo also
indicates the timing and extent of the
Treasury's needs in the money markets.
While the cash Budget, consolidating the
conventional Budget and the trust funds,
is the most comprehensive single measure of
the impact of Federal financial activities on
the economy, other factors are involved
in determining the prospective, full eco-
nomic effects of Federal financial transac-
tions. In 1956 these include the size and
composition of the Budget, the amount of
new obligational authority proposed, and
such extrabudgetary considerations as new
orders, Federal guaranties and insurance of
private loans, financing of Federally spon-
sored activities by revenue-type debentures,
and debt management actions.
The following table summarizes the con-
solidation of the conventional Budget with
the trust funds to provide the totals of re-
ceipts from and payments to the public, or
the cash basis. In fiscal year 1956 the esti-
mated cash surplus of 558 million dollars
compares to a deficit of 2.4 billion dollars in
the conventional Budget. The differen-
tial between net cash and Budget results,
which has averaged 3 billion dollars recently,
reflects largely net receipts in the trust funds.
An approximately neutral effect of the
Budget on the economy according to the
estimates for the forthcoming fiscal year
results not only from the near balance in the
cash Budget, but also from the expectation
that both expenditures and new orders w
Till
continue at a relatively steady rate from 1955
through fiscal year 1956. This is in contrast
with the fiscal year 1954, when the relative
neutrality of the small cash deficit was offset
by a large decline in expenditures and in the
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4Other transactions include change in clearing account, net
transactions oi" Government sponsored enterprises, and relatively
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NOTE.—The cash Budget provides a comprehensive picture,
since it includes both the conventional Budget and the major trust
funds. Transactions between the Treasury, other Government
agencies, and trust funds, such as interest paid on securf
by trust funds, are eliminated. Other noncash transa*
also excluded. The. largest of these is interest accrue
ings bonds, which is reported as a conventional Budget ex
at the time of accrual, although not actually paid until







placing of new orders. On the other hand,
the larger cash deficit in fiscal year 1955
tended to have an expansive effect on the
economy.
FEDERAL BUDGETING OF EXPENDITURES
The expenditure program of the Govern-
ment is presented in detail in terms of the
administrative, or conventional, Budget. The
total of these expenditures, at 62.4 bil-
lion dollars, is down 1.1 billion from the
current year and 11.9 billion from the peak
expenditures of fiscal year 1953, with four-
fifths of the cuts from the 1953 total occur-
ring in the Defense Department.
This estimate of expenditures represents
expected payments during the fiscal year
from both past and new appropriations.
About 40 per cent of 1956 expenditures will
be from unexpended balances of prior years'
appropriations. Generally, no expenditure
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can be made unless there has been a prior
authorization from the Congress to incur
an obligation. Many authorizations expire
unless obligated by the end of the fiscal
year; payments to satisfy these obligations
may be made during either the year author-
ized or the two following years. Other au-
thorizations are available beyond the year
in which voted. Many expenditures for
items completed in any one fiscal year and
requiring a long lead-time, such as atomic
energy plants and new type jet planes, rep-
resent both authorizations made and orders
placed one or more years earlier.
Budget information on new obligational
authority and balances of appropriations
carried forward to the next fiscal year is an
indicator of the trend and the amount of
future Budget expenditures. New obliga-
tional authority rose faster than expenditures
during the years 1951-52, as the chart shows,





































Xo'F..—T^igfiires are for fiscal years eticling
1 June 30. These
for J955 and 1956 are estimates.
and built up large unexpended balances
that are being drawn upon currently. For
the fiscal year 1956, the President has re-
quested 58.6 billion dollars of new obliga-
tional authority, a slight increase over 1955,
following a year-to-year decline from 1952
to 1955. This appears to indicate that the
recent large declines in Budget expenditures
are about over. New obligational authority
for 1956 continues below Budget receipts and
Budget expenditures. Unexpended balances
are expected to be reduced 4.3 billion dol-
lars during the coming fiscal year, as ex-
penditures for major national security pro-
grams exceed new authorizations.
Forward looking also is the classification
that summarizes expenditures according to
the degree of controllability. Major na-
tional security expenditures required by the
international situation will cost 40.5 billion
dollars in fiscal year 1956. Other programs
required by existing legislation, such as vet-
erans' benefits, agricultural price supports,
interest, and public assistance grants to
States, will cost 14.8 billion. This leaves
only 7.2 billion for regular government
operations and for international affairs and
finance; these activities provide about the
only room for administrative discretion and
for annual review of authorizations and ex-
penditures.
MAJOR NATIONAL SECURITY PROGRAMS
Expenditures for national security pro-
posed for the fiscal year 1956 are based on
the philosophy that our military strength
must be maintained indefinitely on a basis
that does not impair the soundness of the
United States economy and on the concept
that there is no assumed target date of max-
imum danger. This suggests that there
would be major adjustments in the Budget
if the international situation should change.
Major national security expenditures in fiscal
year 1956 are estimated to decline less than
200 million dollars from 1955, suggesting a
leveling-off near 40 billion dollars. For the
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first time since fiscal year 1952, moreover,
the recommended authority to incur new
obligations is higher than during the pre-
ceding year.
Department of Defense. The Defense
Department budget emphasizes the retalia-
tory power of Air Force and Naval aviation
armed with nuclear weapons as the principal
deterrent to military aggression. Acceler-
ated development of continental air defense,
mobile naval and ground forces, and new
weapons and techniques supplements the
continued strengthening of air power.
About two-thirds of the proposed expend-
itures of this department for fiscal year
1956 will be devoted to air power and related
programs. Active aircraft in combat units
of the Air Force, Navy, and Marine Corps
will increase approximately one-fourth from
July 1, 1954, to June 30, 1956. Planes of
greater speed, range, and capacity indicate
a qualitative improvement also. Since 1950,
when each of these services spent about 4
billion dollars, expenditures for the Army
and Navy have more than doubled, while
expenditures for the Air Force have more
than quadrupled.
Military personnel will be reduced from
3.2 million currently to about 3 million on
June 30, 1955, and to something over 2.8 mil-
lion a year later. However, the Air Force
will be increased slightly, with the Navy and
Marine Corps bearing small reductions and
the Army the heaviest reduction in military
personnel.
The Department of Defense budget al-
locates 10.3 billion dollars for personnel in
1956, about the same as in 1954 and 1955.
Increased pay and benefits to induce capable,
trained men to remain in the armed forces
will offset the savings from the reduction in
numerical strength. The 8.6 billion dollars
for operation and maintenance reverses the
FEDERAL BUDGET EXPENDITURES
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NOTE.—Details may not add to totals because of rounding.
recent downward trend in this category.
Major procurement and production—about
two-thirds of which goes for aircraft and
guided missiles—is little changed from the
1955 total of 12.7 billion. Military public
works and research and development also
continue near their recent levels. The
amount budgeted for reserve components in-
creases substantially to 927 million dollars in
1956, reflecting the President's proposals for
a more effective military reserve.
The total for the Defense Department is
reduced by the unusual step of deducting
1,750 million dollars for unallocated reduc-
tions, which the Secretary expects to realize
through savings, slippages, and program ad-
justments not yet specified as to Budget
expenditure category.
Atomic ena'gy. Expenditures for atomic
energy in fiscal year 1956 are estimated to
be slightly lower than 1955 but higher than
any other year. In 1956 capital expenditures
will drop considerably, but operating ex-
penditures will increase from 60 to 75 per
cent of the total as large new facilities are
placed in operation and as raw uranium ores
are procured at a higher rate. The 1956
Budget provides greater expenditures than
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ever before for peaceful applications of
atomic power, especially the development
of industrial power reactors.
Stockpiling. A new long-term program
may increase inventories of strategic and
critical materials to a level 3.3 billion dollars
above the 65 billion of minimum objectives.
Procurement will generally be above the
minimum stockpile level only when it serves
both to meet long-range objectives and to
maintain essential domestic production. Ex-
penditures in 1956 are expected to increase
minimum program inventories to 5.1 billion
dollars and the additional long-range stock-
pile to 1.2 billion.
Mutual security—military. The major na-
tional security category includes the military
assistance and direct-forces-support portions
of the mutual security program. The non-
military portions are classified under inter-
national affairs and finance.
Mutual military assistance provides equip-
ment and training for the forces of our Euro-
pean and Asian allies to the extent that these
countries cannot provide for themselves.
The estimate for fiscal year 1956 is not en-
tirely comparable with earlier years due to
different methods of financing. Actual de-
liveries of equipment are projected to con-
tinue in fiscal years 1955 and 1956 at about
the 3 billion dollar rate attained in 1954.
Expenditures in 1956 will exceed the new
obligational authority requested and, accord-
ingly, will draw down the unexpended bal-
ance of earlier appropriations.
The fiscal year 1956 Budget includes 600
million dollars for uniforms, medicines,
rations, and similar items, exclusive of mili-
tary equipment, for the direct-forces-support
program. This relatively new program, as-
sisting only selected countries where our
security requires active forces beyond the
country's own capacity, is expected to con-
tinue as long as it is necessary to maintain
large armed forces in Asia and the Near East.
PROGRAMS OTHER THAN MAJOR NATIONAL
SECURITY
Budget expenditures for programs other
than major national security account for 35
per cent of fiscal year 1956 expenditures.
They will be approximately 900 million dol-
lars less than in 1955, but 700 million more
than in 1954.
Interest. Interest payments are down 180
million dollars from the 1955 fiscal year to
6.4 billion dollars for 1956. A decline in the
average interest rate on the debt from 2.41 to
2.29 per cent during calendar year 1954, re-
sulting from lower rates on new Treasury
issues, is primarily responsible for the drop.
International affairs and finance. This
class of expenditure is expected to decline
further in fiscal year 1956. However,unew
obligational authority recommended is larger
than in the preceding year, indicating that
future expenditures may stabilize near, or
increase somewhat over, the 1956 level.
Non military economic aid under the
mutual security program is budgeted at one
billion dollars in 1956, down slightly from
1954 and 1955. Most 1956 funds'will go to
Asia, the Middle East, Africa, and Latin
America for economic development and
technical cooperation, bilaterally and
through the United Nations. Small in-
creases are requested for refugee relief and
for foreign information and exchange ac-
tivities.
The new Budget includes 35 million dol-
lars as the United States' share of 100 million
capital for the proposed International Fi-
nance Corporation. This Corporation, to be
an affiliate of the International Bank for Re-
construction and Development, will provide
venture capital without government guaran-
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PROGRAMS OTIIT:R THAN MAJOR NATIONAL SECURITY
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tees to private businesses in underdeveloped
countries.
Veterans services and benefits. Net vet-
erans expenditures, which declined steadily
from the 1947 postwar peak of 7.4 billion
dollars to 4.3 billion in fiscal 1954, will in-
crease in 1955 and 1956. The long-run out-
look is for further increases due to (1) the
large, growing number of eligible veterans—
more than two-fifths of all adult males; (2)
the World War I veterans now reaching
age 65 who are qualifying for pensions in
large numbers; and (3) the increased scope
and liberality of benefits. The largest 1956
components are 2.8 billion dollars for com-
pensation and pensions—equivalent to more
than half the payments from old-age and
survivors' insurance; 770 million dollars for
hospital and medical care; and 587 million
for education and training—90 per cent to
Korean veterans.
Welfare, health, and education. Total
1956 expenditures will remain approximately
at the 1955 figure of 2.3 billion dollars.
About 1.4 billion provides for the public
assistance program. Significant new pro-
posals include 25 million dollars as the initial
capitalization for health reinsurance, a
straight 50-50 Federal-State sharing of public
assistance costs, and extension of old-age and
survivors' insurance to military and Federal
civilian personnel not now covered.
The President on February 8 proposed a
Federal-State-local school construction pro-
gram totaling 7 billion dollars during three
years, of which 1.1 billion will require Fed-
eral appropriations. The 1956 Budget allows
Federal funds for the first year of this pro-
gram under the reserve for proposed legis-
lation and contingencies. Grants for part
of the construction costs for the poorest
school districts will require 200 million dol-
lars, to be matched by State funds. The
other 900 million will be used to buy bonds
of districts that are unable to borrow at a
reasonable rate of interest and to provide
reserves for State agencies that build schools
for lease and eventual purchase by local
school districts. This larger sum is expected
to be repaid gradually to the Federal Treas-
ury.
Agriculture and agricultural resources. An
expected 50 per cent reduction of almost one
billion dollars in agricultural price support
payments is the major factor in the estimate
that net Budget expenditures for agriculture
and agricultural resources will decline to 2.3
billion dollars in fiscal year 1956 from the
postwar high of 3.1 billion in 1955. Small in-
creases are recommended for the rural elec-
trification and telephone, agricultural con-
servation, research, and extension programs.
The President's recommendation for 1.3 bil-
lion dollars of new obligational authority
for agricultural programs during fiscal year
1956 is less than half that for 1955 or 1954.
This drop is attributable almost entirely to
a decrease for the Commodity Credit Cor-
poration.
Net Budget expenditures of the Com-
modity Credit Corporation, which handles
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the farm price-support program, are the ex-
cess of its gross expenditures over its receipts.
Its gross expenditures are outlays during the
year for commodity loans and purchases and
for repayment of its certificates of interest
issued largely to banks with CCC-owned
commodities as collateral. Its receipts come
largely from commodity sales, repayment of
commodity loans, and issuance of CCC cer-
tificates of interest.
A decline of 1.5 billion dollars in CCC
gross price support expenditures estimated
for fiscal year 1956 reflects largely the smaller
volume of new loans and purchases antici-
pated as a result of tighter restrictions on
acreages planted. Receipts anticipated from
the sale of commodities will rise as efforts to
expand markets for farm products begin to
show results. Together these will more than
offset about 700 million dollars of net repay-
ments of certificates of interest, necessitated
by a decrease in commodity holdings needed
as collateral. CCC commodity holdings
are expected to decline about 700 million
dollars during 1956—the first decline since
fiscal year 1952—to 5.6 billion at the end of
the fiscal year. Expenditure estimates for
this program, which varies with choice
of crops to raise, weather conditions, and
market prices, are subject to a wide margin
of error.
Natural resources. The. low
Ter expendi-
tures estimated for natural resources reflect a
prospective decline in construction of new
facilities and increased operating receipts of
the Tennessee Valley Authority. The Budget
Message states that the.TVA is giving im-
mediate attention to the possibilities of
financing further expansion of its power sys-
tem by means other than Federal appropria-
tions.
About two-thirds of the 1956 net expendi-
tures for natural resources will be for flood
control, irrigation, power, and multiple-pur-
pose river developments. Local interests are
expected to finance most power facilities on
a partnership basis. A 5 million dollar ex-
penditure is also requested to initiate plans
for two comprehensive river basin develop-
ments, with ultimate Federal costs estimated
at 1.1 billion dollars.
Commerce and manpower. A proposed
increase in postal rates and a shift to partial
liquidation of mortgages now held by the
Federal National Mortgage Association are
the major factors accounting for the decline
expected in total expenditures for commerce
and manpower in fiscal year 1956. The
postal rate increase requested would provide
400 million dollars, which would not only
cover the suggested postal pay increases but
also make the postal system almost self-
supporting.
In 1956, 1.5 billion dollars of receipts from
liquidation of mortgages and properties held
by Federal housing agencies will nearly off-
set gross expenditures, so net Budget ex-
penditures for housing and community de-
velopment are estimated at only 82 million
dollars. This figure is comparable to actual
net receipts of 445 million dollars in 1954 and
estimated net expenditures of 387 million
in 1955. The change between 1955 and
1956 is due largely to operations of the
FNMA, which will show net expenditures
in 1955 and net receipts in 1956. This re-
sults from the Housing Act of 1954, under
which the FNMA is liquidating most of its
mortgage holdings and, after fulfilling its
previous commitments, will purchase con-
siderably fewer mortgages.
New obligational authority of 200 million
dollars for urban renewal and 100 million
for direct housing loans to veterans is re-
quested, plus a two-year contract authoriza-
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tion for 35,000 low-rent housing units each
year.
Budget expenditures do not include Fed-
eral guaranties and insurance of private loans,
but the Budget document does report them.
Additional loan guaranty authority of more
than 6 billion dollars is requested to meet
anticipated 1956 commitments on about 14
billion of Federal guaranties and insurance
of private housing loans. By June 30, 1956,
mortgage loans guaranteed by the VA or
insured by the Federal Housing Adminis-
tration are expected to total about 46 billion
dollars—90 per cent of all outstanding Fed-
eral guaranties and insurance.
Highway expenditures in the Budget con-
tinue to rise slightly from fiscal year 1955
to 725 million dollars in 1956. The Budget
makes no provision for the special Ten-Year
National Highway Program. In January
the President's Advisory Committee on this
Program recommended average annual Fed-
eral expenditures of 3.1 billion dollars, in-
cluding about 623 million of present Budget
expenditures, the remaining 2.5 billion
yearly to be financed largely through bonds
of a new Federal Highway Corporation.
These would be repaid by 1985 from the
anticipated increase in receipts from continu-
ing the gasoline tax at its present rate.
A brief special analysis of the Federal eco-
nomic statistical programs is a new feature
in the 1956 Budget. This summary per-
mits evaluation of Government statistics by
subject-matter areas. Expenditures for the
continuing programs are estimated at 32
million dollars in fiscal year 1956, over half
of which covers production and distribution,
mostly in agriculture. Relatively large in-
creases are included in the 1956 Budget for
the statistical programs covering unemploy-
ment and wages, construction and housing,
and State and local governments. In addi-
tion to the continuing programs, another
11 million dollars is budgeted in 1956 for
the periodic census programs. Almost two-
thirds of the expenditures for statistical pro-
grams are classified under commerce and
manpower, with agriculture accounting for
another quarter of the total.
General government. The varied func-
tions and services included under this head-
ing are expected to require 344 million dol-
lars more in fiscal year 1956 than in 1955.
This increase results primarily from a pro-
posed resumption of payments to help cover
the Government's share of current benefit
disbursements for retired Federal civilian
employees and from an increase in certified
claims, mainly bills presented for payment
after the appropriation has lapsed.
BUDGET RECEIPTS
The expansion of personal incomes and
corporate profits accompanying a growing
prosperity is expected to increase Budget
receipts by 1 billion dollars in the fiscal year
1956 to a total of 60 billion. Assuming tax
rates are unchanged from fiscal year 1955
to 1956, the Treasury estimates that an in-
crease of about 4 per cent in personal in-
FEDEKAL BUDGET RECEIPTS
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come from calendar year 1954 to calendar
year 1955 will increase individual income
tax gross receipts 1.8 billion dollars, to 32.5
billion, in fiscal year 1956. Receipts from
this source will approach the 1953 record
despite revenue losses since then from lower
rates and from changes in the 1954 Internal
Revenue Code.
An expected rise of about 7 per cent in
corporate profits from calendar year 1954
to the current year will cushion the drop in
corporation tax receipts that is due to result
from statutory changes already made in this
tax. The three principal changes are: (1)
The expiration of the excess profits tax on
December 31, 1953, reducing fiscal year 1956
receipts about 2 billion dollars compared to
fiscal year 1953 or 1954; (2) the more liberal
deductions for depreciation and other ex-
penses under the 1954 Code, reducing cor-
porate tax liabilities collectible in fiscal year
1956 by about 1 billion compared to 1954;
and (3) completion of the transition to the
Mills plan in fiscal year 1955 so that 1956—
the first fiscal year since 1950 not to enjoy
additional receipts resulting from the acceler-
ation of corporate tax payments—will lose
about 1.7 billion dollars of receipts by com-
parison to 1954 or 1955.
The sensitivity of Budget receipts to any
significant change in general economic con-
ditions is highlighted by the reduction of
3.6 billion dollars in the receipts estimates
for fiscal year 1955 between the January 1954
and the January 1955 Budget documents.
About 1 billion dollars of this revenue loss
is due to the reduction in some excises effec-
tive April 1, 1954, the only significant tax
rate reduction not anticipated in the Janu-
ary 1954 estimate. But calendar year 1954
economic activity, instead of maintaining the
1953 level-^with gross national product at
365 billion dollars—as had apparently been
anticipated for revenue estimates, declined
slightly to about 357 billion. Corporate
profits before taxes declined about 10 per
cent from calendar year 1953 to 1954. The
resulting drop of 1.8 billion dollars in ex-
pected corporate tax receipts largely ac-
counted for the further reduction of 2.6 bil-
lion in estimated receipts for fiscal year 1955.
Individual income tax receipts, after allow-
ing for larger refunds, were approximately
unchanged, as 1954 personal income re-
mained at approximately the 1953 level.
CASH BORROWING AND REPAYMENT
Over the long run, the level of total Fed-
eral debt outstanding responds to the amount
of surpluses or deficits in the administrative
Budget. Changes in the debt held by the
public, however, move more closely with
the amount of cash surplus or deficit. In
the short run, annual changes in the debt
level differ from the corresponding surplus
or deficit largely because of variations in the
Treasury cash balance.
In fiscal year 1956, with no change antici-
pated in the Treasury's cash balance, the ex-
pected cash surplus will permit repayment
of almost 600 million dollars of debt held by
the public. Noncash borrowing of 2.8 bil-
lion dollars from trust funds and other Gov-
ernment agencies and of 500 million dollars
from interest accruing on savings bonds, is
anticipated. The Budget also estimates that
the Federal National Mortgage Association
and some other Government enterprises
whose transactions are included in the
Budget will borrow about 1 billion dollars in
the market on their own obligations—not
counted as part of the Federal debt—which
will reduce by a corresponding amount the
need for Treasury borrowing. These trans-
actions reconcile the cash surplus and net
cash repayment of about 600 million dollars,
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THF. FL-DI-.RAL DKHT AN*D CASH BORROWING FROM THE PUBLIC
fin billions of dollars!
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•'.Includes sale to the public of Federal National Mortgage Asso-
ciation debentures in the amount of 750 million dollars in each
year.
"Decrease of less than 50 million dollars.
NOTE.—Details may not add to totals because ol rounding.
shown in the table, with the net increase in
the outstanding debt.
Increases in Federal obligations held by
Government trust funds reduce by an equiva-
lent amount the funds needed from outside
the Government to finance the net increase
in the Federal debt. Over the period from
December 31, 1954, to June 30, 1956, the Fed-
eral debt is expected to decline from 278.3
billion to 276.0 billion dollars while the debt
held within the Government increases 4.8
billion to 52.3 billion. Thus, over a period
of 18 months the Treasury expects to retire
about 7.1 billion of debt now held outside the
Government.
The statutory limit on the public debt,
temporarily at 281 billion dollars, will revert
to 275 billion on July 1, 1955, under present
legislation. The estimated debt on that date
will squeeze under the ceiling, but the an-
ticipated 1956 debt increase will put the
debt subject to ceiling at 276 billion on June
30, 1956. Moreover, due to the seasonal
pattern of tax collections, especially corporate
taxes, the Treasury expects to operate at a
deficit of about 8 billion dollars over the July-
December half of fiscal 1956, and to borrow
from the public in this period a substantial
? mount that can be repaid during the March-
June 1956 period of heavy receipts. Over
the next 18 months, therefore, the public
debt is likely to be largest, perhaps above
280 billion, about January 1956. In view of
this, the President has requested the Con-
gress "to again increase the debt limit," but
without specifying a definite figure.
The heavy March and June concentrations
of corporate tax receipts resulting from the
Mills plan contributed to a cash deficit
during July-December and a cash surplus
during Januarv-June of each fiscal year 1952-
55. To ease the Treasury's seasonal financ-
ing problems, the 1954 Internal Revenue
Code provides for corporations to accelerate
their tax payments and to make their pay-
ments quarterly. The payments on calen-
dar year 1955 tax liabilities are due Septem-
ber and December of the current year and in
March and June of 1956, instead of half in
each of the latter two months. The Sep-
tember and December payments begin at 5
per cent and increase gradually until the four
quarterly payments become equal in fiscal
year 1960. These provisions apply only to
corporations with annual tax liabilities in
excess of $100,000, but the approximately
20,000 corporations affected pay about 85 per
cent of all corporate taxes.
The cash surplus anticipated for 1956
would relieve the Treasury from the pressure
of raising additional funds other than on a
seasonal basis, and this would put the Treas-
ury in a more flexible position in managing
the Federal debt. On the otljer hand, if
some Government programs, as suggested
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for highways and TV A, are to be financed
outside the Budget by borrowing not subject
to the statutory debt limit, consideration
needs to be given such new issues in analyz-
ing the total demand for funds from the
public. The cash borrowing table does in-
clude net borrowing by some agencies, such
as FNMA, whose expenditures are included
in the Budget estimates although their obli-
gations are not counted as part of the Fed-
eral debt.
OUTLOOK FOR THE FUTURE
Barring international developments which
would upset present calculations, it appears
that prospective Budget expenditures in 1957
and subsequent fiscal years may level off
near present totals. Major national security
expenditures seem to be stabilizing, in view
of the small reduction from 1955 to 1956
and a small increase in new obligational
authority for 1956. Nondefense expendi-
tures have been approximately constant in
the Budget but may increase in programs
financed outside the regular Budget.
The President, in view of the prospective
Budget deficit, recommends in the Budget
Message against any further loss of revenue
through tax reductions this year. Specifically,
he requests legislation to extend for one year
the current corporate and excise tax rates,
which under existing legislation will be auto-
matically reduced on April 1. The present
52 per cent corporate tax rate is scheduled
to drop to 47 per cent, at an anticipated full-
year cost to the Treasury of 2 billion dollars.
The existing excise taxes on liquor, tobacco,
gasoline, and automobiles, unless extended,
will be automatically reduced with a full
year revenue loss estimated at 1 billion.
The Budget Message states that "further
tax reductions can only be made as savings
in governmental expenditures or increased
revenues resulting from growth in our econ-
omy are in sight." The President expresses
the hope that savings in expenditures and an
expanding tax base will justify tax reductions
next year, "to spread the relief fairly among
all taxpayers in a way which will be the
most effective to relieve individual tax
burdens and to increase incentive for effort
and investment."
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